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Speech by the Hon ble Finance Member 

on introducing the 
Budget Proposals for 1937 - 38 . 


1 . In my two provious Budynt Apeoches I havo had to tell a story of good 
fortuno , of oxpectations moro than realisert, of roductions of taxation and of 
grants for various kindly of dovelopment. Today I have a differont kind of 
story to tell, a story of cisappointment , and of unoxpected difficultios super 
imposed upon those which we expected and had braced ourselves to boar. 
Nevertholess tho story will , I hopo , show that the difficulties can bo surmounted 
with littlo hardship or even inconvonienco and that boing so , the confidence 
in the future which I have hitherto expreysed nood only he temperod and 
cortainly not abandoned , 

Having thus aroused your curiosity I will proceod at once to the first of 
my three tasks , viz ., that of rosurrecting a financial your wbich has been for 
A long whilo dead . 


FINANCIAL YÐAR 1935 - 36 . 


2 . When I presented the bulgot a year ago I anticipatod a surplus of 
Rs. 1 . 97 lakhs for the voar endinu tho 31st March 1936 and 

6 and this I askod the 
IIouse to transfer to Ruvenue Rosorve Fund to help out the financos of 
1937 -38 , the first yoar of Provincial Autonomy. This carry - forward has turnod 
out to be Rs. 1, 84 lakhs o Rs. 13 11khe loss than wooxpected , Thore wore im 
provoroonts of Rs. 27 lakhs undor Taxos on Incomo and there was an increase of 
Rs. 16 lakhs under intorost receipts oombinod with a saying of Rs. 13 lakbs 
under interust payments . There were also miscellancous in TOPOS of receipta 
Amounting to Rs. 10 laklis but all theso improvomonts were more than 
swallowed up hy carrosos of Rs. 27 lakhs under Salt and of Rs. 61 lakhs under 
Customs. The former was due to postponoment of clearances at tho ond of 
the year. This 1781 &ully happens when there is an oxpoctation of a roduction 
in the rate of duty but in this case the expoctation was singularly ill- founded 
for it was barod un nothing more than what I may porhaps without unduo 
disrespect call one of the more optimistic votos given by the Party opposito . 
Of tho rocession indor ( tonsuo la than Rs. 36 lakhs wasattributable to the 
gugur import duty alone and this houvy dotarioration represonted a complete 
revaran ) in tho last two or three months of the financial yoar of the tendenciou 
which had been in vogue in the earlior months . I would remind Hon ble 
Mombors that I drow their attontion to it during tho debates on the Finance 
Bill , whon I suid " Wo now havo 11 months figuros to go on and to give only 
ono example , tho receipts from the sugar import duty in February were only 
Rs. 5 lakhs whereas the corresponding tiguro for the year before was something 
over Rs. 20 lakhs , I believo , and it is now quite clear that wo have Overshot 
tho mark in the rovised estimates for tho yield of sugar import duty ." 

The striking declino in the volume of sugar imports was accompaniod by 
some diminution in the general import trade, and particularly the trado in 
the more highly dutiable commodities . The putting into offoot of punctions 
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Against imports from Italy must have contributed something to this unfavour. 
able result. At the same timo imports of silver began to show a marked 
increase , a diversion of India s purchasing power into a channel which , at 
any rate from tho rovenilo point of viow , is comparatively sterile and unprofit 
able , since the incidence of tho duty on these imports is much lower than on 
imports of merchundise . 


FINANCIAL YEAR 1936 - 37 . 
3 . The tendencies which disclosed themselvos in Tobruary and March 
certainly did not disappoar with the oud of tho financial your but waro an 
only too accurate progago of what was to como in 1936 - 37 . The revised foro 
cast for that year shows , instead of a surplus of Ry. 6 lukbs, a deficit of Rs. 1, 97 
lakhs. There is an excoss of Rs. 25 lakhs in oxpenditure and deterioration 
in rovenue of Rs. 1 , 78 lakhs . 
Excluding Railways , the figures are as follows : 

(Rs. lakhs . ) 
Budget , 

Revised , 
1930 - 37 . 

1936 - 37 . 
Rovenue . . . 83 , 14 

81, 36 
Expenditure . . : 

83,08 

83,33 
Surplus 

Doficit . 1 ,97 


Hon ble Members will find tho ostimates set out in dotail in tho Financial 
Secrotary s memorandum hut I shall naturally be expoctod to supplement tho 
Aguros with a fow explanations . 


Revenue. 
4 . To turn first to Rovonile . The main olomonts in the total deteriora 
tion of Rs. 1 ,78 lakhs Aro is follows ; 
Deficits of Rs . 2, 16 lakhs , Rs. 37 lakha and Rs . 28 lakhs undor Customs, 

Income Tax and Currency , respectivoly and Improvements of 
Rs. 41 likhs , Rs. 37 lakhs und Rs, 10 lakhs undor Contral Excisen , 

Miscellaneous and Sult . 
5 . Customs. — A I have just indicatod we now Axpect # shortfx ]] of Rs. 2 , 16 
lakha , Thoro are two largo surplures , vix ., Silvor Rs. 1 ,653 lakhs and Artificial 
Silk Piocogoodly Rs. 56 lakhs but in practically overy other commodity there 
has been a dnclino . Sugar Rs. 1 ,45 lakhs , British piecegouds RA, 75 lakhs , 
Metaly other than iron and steel Rs. 40 lakhs, while the large number of smallor 
doficits over tho remuinder of tho field add up to nearly Rs . 1 , crores . 

The extremely hoavy fall in the rocoipts from imported sugar th ]]s its own 
talo , but I cannot rofrain from pointing out the justification which this affords 
for my refusal in the last two yours to Corumit myself to a programme of remis 
sions of taxation on tho strongth of tho moro or logg indefinite continuance of 
this source of rovenuh . As regards British piocogoods, it is clear thut the 
exaggerated apprehensions that woro oxprossed in certuin quarters when the 
rocommendation of tho Tariff Board was accepted were unfounded . In spito 
of the rociuotion in the duty tho U . K . products havo not so far succorded in 
romapturing any part of the markets which they hold till comparatively rocently , 
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and the prices have romainod largely boyond the reach of tho Indian purchasor . 
The decroago in tho import of motaly roflects tho onhanced European domand 
for roarmumont purposos , which , togother with the inovitablo riso in pricos , 
has restrictod dolivory of supplies to India . The contraction in othor fields 
of our import tradlo may also be ascribed in part to the difficulty and uncor 
tainty which attonds tho fulfilment of orders for manufacturod goods from 
Furope . I havo alroady mentioned tho offoot of the sunctions against Italy , 
the importa from which completely coasod for some months and aro still only 
slowly being ronymed . Another reason for tho wankening of the import trade 
may perhaps bo sought in the effect of tho rural indebtedness moasuros passod 
in various provinces : theso have , for the moinont at Any rute produced a 
contraction of credit and roduced the expenditure of the cultivator ospocially 
on Ouremonial occasions, and his purchasos of cutiable goods . Finally , I 
am prepared to admit that our estimates may have been pitchod too high , 
and that in our efforts to turn the flank of the accusations of doliberato under 
budgetting which huve boon so plentifully thrown at us we may have advancod 
somewhat too far . 

0 . I will now oomment briefly on the variations in some of tho othor hoads 
of Revenue . 

(i) Taxes on Income.-- - Tho deterioration of Rs. 37 lakhs under this head 
is due in the main to two causos . The first is a decline in income tax receipts 
from sugar manufacturing companies , Tho ostablishment of 
largo number of sugar factorios in certuin aroas has inevitubly lod to price 
cutting , started primarily by companies which owing to financial or climatic 
roasons were unable to hold stocks . This has entailed a considerable reduction 
in the profits of the industry As a whole. The other cause is the fall in tho 
profits ofmoney - lendors. Provincial Rural Indehtedness Acts while improving 
tho position of the debtor have reducod recoveries and made the lendor logs 
willing to make furthor advances so that there has been a falling off both is 
regards his rate of profit and as regards his volume of business , 

( ii ) Currency . — The variation hero is due to u docroase of Rs. 29 lakhs 
in the Govornment shure of the Reserve Bank s profits ng to the low leld 
obtainuble on the somewhat rostricted typos of security , in which alone the 
Bank is allowed by law to invart its assets. 

( iri ) Central Excise Duties . - - The rapid attainment of self-sufficiency in 
Augar is responsible for an incrouse of Rs. 36 lakhs undor sugar excise but this 
is of course greatly outweighed by tho hoavy fall in customs duty . 

( iv ) Miscellaneous. The incroase of Rs. 37 lakhs under Miscellancous 
inoludos Rs. 24 lakhs on account of Post Office Cash Certificates inau 
to 1923 and Rs. 10 lakhs of gain on exchange . In future the amounts of any 
Cash Certificates incluimod for moro than 3 years aftor maturity will be creditod 
to revenue. Of course if cortificates aro subsequently prosented they will bo 
paid and thero will be a corresponding dobit to revenuo . 


For 


Dana 


Expenditure . 


7 . I now turn to expenditure whero the revised forocant shows a net 
increaso of Rs, 25 lakhs ovor our original ostimates . Owing to heavier dis 
chargos of Post Office Cash Cortificates Intorest Charges are expected to bo 
Rs. 46 lakha up . For the rost there aro a number of sayings under Civil 
Administration and Civil Works which togother add up to Rs . 20 lakha or so . 
The more important of those aro the undurspendings on tho provision for tho 
Delhi refuso and sowage disposa ] schemes . 
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Defence. 


8 . On Defence I must As 19119 ) elaborato gomowhat , 

Tho estimuto for the yoar was Rs. 44, 85 lakhg ordinary oxpenditure plus 
Rs. 60 lakhs for Quetta or a total of Rs. 45 ,45 lakhs. In the ordinary budget 
the Revised Estimates rovoul the following variations : -- 

There have been underspendinga totalling Rs. 65 lakhs in all . Most of 
those aro vory small _ tho only itoms of note being Rs. 9 lakhs on Account of 
the absence of troops from India and Rs . 12 lakhs owing to the effects of the 
“ War Block " scheme having been more rapid than was expected . On the 
other hand there have been excences amounting to Rs . 33 lakhs -- the bulk of 
this being due to incroagod domands for storos — and a number of minor now 
and unforeseen expenditures adding up to Rs. 157 lakhs. Then we have had 
to provide Ra , 117 lakhs for the Wazirietan oporations and in the final analysis 
underspending has been no more than Rs. 57 lakhs and this is the amount which 
wo expect to lapan to the Defence Reserve Fund . 

During the year in addition to the Rs . 57 lakhs mentioned above aums 
of Rs . 33 lakhs representing contributions to military equalisation funds and 
Rs. 45 lakhe representing postponerl liabilities will be doposited in the fund . 

As regarde expenditure on Quetta about Rs . 50 lakhs will have actually 
been spent on reconstruction work , otc . and Rs. 10 lakha will be carried forward 
to ment further expendituro on this account in 1937- 38 . This latter figuro 
of Rs. 10 lakhs is included in the sum of Rs . 46 lakhs which I have just men . 
tioned above . 


Posts and Telegraphs . 
9 . To round off my survey of the current year I say a few words about 
Posts and Telegraphs . The revisod forecast provides for a surplus of Rs. 8 
lakhs as aguinat a nominal surplus of Rs, 1 lakh anticipatod in the original 
budget . This is the result of savings of Rs . 12 lakhs under working oxpenses 
and Rs, 1 lakh under interest chargos and a deterioration of Rs. 6 lakhs under 
receipts. The saving under working expenses is due partly to oconomies in 
expenditure and partly because certain claims from othor dopartments did 
not materialise . The RavinAd estimate of receipts takes into account A refund 
of about Rs. 9 lakhs to Provincial Governments on account of their share of 
unifiod stamps for the years 1930 - 31 to 1933 - 34 . 
Tho rovenuo and oxponditure figures aro : 

(Rs. lakhs. ) 
Budgot , Revised , 

1936 - 37. 1936 - 37 . 
Gross receipts . . . . 11, 74 11,68 
Working expenses . . . . 10 , 93 10 ,81 


Not rocoipts 


. 


. 


. 


. 
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Position as at 31st March 1937 . 


10 . So, on the basis of these figurog the position is that wo are facod with a 
deficit of Rs . 1 ,97 lakhs in the curront yoar. This roprogonts a considorablo 
falling off from our hopes of A year ago and it is bound to muko u8 IO -oxumino 
with some cure tho foundations on which tho Niemeyer proposals for subven 
tions and allocations of rovonuo to the Provinces rent. However, I propose 
to loayo this examination ovor until after wo havo considered the estimates 
for 1937 - 38 . 


FINANCIAL YEAR 1937- 38 . 


11 . I am afraid that Hon ble Mombors will be rather puzzled when they 
800 the budget statoments to be distributod at the end of my speech , for there 
are considerablo changes both in tho form and scope of the estimates . There 
I will explain as briefly as I can and I hopo without tedium . First of all there 
aro the changes of form : - - 


The present system of account heads was introducod in 1921 whon a 
goneral transformation of tho accounts was necessitutod by tho soparation of 
tho revenilog and expendituro of the Contre from those of Provincial Govorn 
monts . Although there havo boon minor modifioations from time to timo tho 
general composition has romained the same throughout and thore is an ohvious 
convenienco in maintaining the present structuro with no moro than tho 
minimum of change roquirod to adapt it to tho now constitution which is boing 
introduced on April tho Ist. Apart from the conversion of a fow of tho prosont 
minor hoads into major hoads the important changos adoptod aro As follows : 

( * ) All- India Excine dutios which Aro lovicd by the CentralGovernment are , 
with the oxception of the salt duty , at present included under the head 
" I - Customs " . Thoy are of course not oustoms duties at all and in view of 
their importance in tho Fodernl Finance schemo separato major heads have 
been introduced for thom both on the receipt and on the oxponditure side. 
The duty on keroseno oil and motor spirit produced in Burma has hitherto beon 
shown as an excise duty . But with the soparation of Burma on the løt of 
April 1937 the duty on these articlos importod from Burma will appear as an 
import duty under " Customs ” and only tho duty on kerogene and motor 
spirit produced in India proper will be shown as an excise duty . This will 
load to large changos in the figures for import and oxcine duties on these two 
items for next year as contrasted with proceding years . 

( ii ) A new major head “ Corporation Tax ” has been opened and the desig 
nation of the existing major head “ Taxes on Incomo " has boon changed to 
" Taxes on Inoome othor than Corporation Tax ” . 

(ur) The Houso will romember that in tho budget speech last year I 
remarked that I could not see any sulficiont roason for the exhibition of our 
interest payments under two separate major heads and it has now been 
decided that all these payments should be classified under the same head 
" Interest on dobt and other obligations " . 

(iv ) Most of the expenditure which , under the existing classification , is 
shown under the heads " Political " , " Frontier Watch and Ward " and " Terri 
torial and Political pensions ” together with part of the expenditure at 
present shown under oertain other hoads in some of the Area Demands will 
appear under new hoads “ Payments to Crown Representativo " , “ Tribal 
Areas ” and “ External Affairs " . 
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All sums required on rovonte account by His Majesty s Representativo 
for the exorcise of the funotions of the Crown in its rolations with Indian Statos 
under Section 145 of the new Governmont of India Act, less any revonuo re 
ceipts reulised by bim in tho oxorciso of such functions will be shown under the 
hoad " Paymonta to Crown Reprosentativo " . The cash contributions referred 
to in Seotion 140 of tho Act will as hitherto appear as “ Payments from Indian 
Stutes " . 

(v ) A now major heud " Grants - in -aid to ProvincialGovornments " has 
been introduced to cover tho grants given to the Provincos undor the 
Niomeyer Award . 

(vi) At present all sterling receipts and expenditure of the Central Goy 
ornmont and ProvincialGovernments are finally brought to account in England 
and as a result each Government has two sets of accounts , one for sterling and 
the other for rupee trunhaotions . But in future all sterling transactions , with 
tho exveption of a fow dobt hoad transactions which are essentially of a sterling 
nature , will bo brought to acoount finally in India . As a rosult the separate 
column in the Budget Statements for English transactions and the separate 
demands for all the expenditure incurred in England by the Secretary of 
Stato and the High Commissioner will not be necessary . 

All these changes hayo boen incorporated in the budgot statements for 
1937 - 38 and to make comparison wasior tho figures for 1935 - 36 and 1936 - 37 
have , as far as possiblo , becn rooast corrospondingly . 

12 . But apart from the changes of form there aro two major changes of 
scope which affect the optimates for 1937 -38 . [ refer of course to the Separa 
tion of Burma and to tho Niemeyer Award including in this torm all the other 
alterations consequent upon the introduction of Provincial Autonomy. Tho 
effects of these changes run through practically every head of the Budget 
und in ordor to present them as conveniently and clearly us possible to Hon blo 
Members I have had a special table drawn up ( Table I in the Financial Secre . 
tary s momorandum ) whioh will show how much of the variation in each head 
betweon 1937 - 38 und 1936 - 37 is attributuble to the Separation of Burma and 
to Provincial Autonomy respectively . This Tablo will make it unnecessary 
for me to commont on variations in the Heads of Revenue und Expenditure 
except where they arise from cansos other than the two main ones . It will be 
geen that the gonoral effect of the Separation of Burma is a net reduction of 
Revenue of Rs. 3 , 38 lakhs and a pet roduction of Expendituro of Rs. 92 lakhs- - 
those figuros taking no uccount of a betterment of Rs. 13 lakhs in the net balance 
of tho P . & T . Dopartmont . The not cost of separation is therefore Rs . 2 , 33 
lakhs . At this stage I should explain that on the Rovenue side we have taken 
orodit for the receipt, under tho Amery Award , of 


(0 ) Rs. 2 , 29 lakhs in respeot of the dobt and other liabilities taken over 

by Burma, and 
( ii ) Rs. 94 lakhs in respect of Burma s liability for pensions in coureu 

of paymont on tho 31st March 1937 . 


The formor amount is tho provisional figure of the annuity payable by 
Burmu for the next 45 years and the latter represents the first of a series 
of annual payments which will diminish gradually to zero over a period of 20 
yours . Apart from these tho net logs on account of soparation would be 
Rs. 5 ,06 lakhs . Neodloes to say all those figures are of a provisional character . 
There are many uncertain factors to be taken into account partioularly under 
the houds Customs and Taxos on Income and moreover the final material 
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for the caloulation of the annuities payable by Burma will not be available until 
some timeafter the 31st March . 

As rogarda Provincial Autonomy, the net results are a reduction of Rs. 51 
lukhs in Rovenue combined with an increaso of Rs. 1, 34 lakhs in Expendi 
turo , i. e., a total cost to the Centre of Rs. 1 ,88 lakhs . 

The sum of those two figurea , viz ., Rs. 4 ,18 lakhs represents tho extra 
burden on our budget ( .6 ., additional to that assumed in earlier years ) arising 
from tho constitutional changos duo on 1st April next . The chargos assumed 
in earlier yoars including tho dovolution of 50 por cent . of the Jute Duty and 
the subventions to the N .- W . F . P ., Sind and Orissa amount to moro than 
as much again . 

13 . Provincial Borrowing . This is perhaps a convenient place for me to 
explain the arrangements which will rule between the Centre and the Provinces 
as regards payment of existing debts and future borrowings. 

As the House is aware a Provincial Loans Fund was established in 1925 in 
order to systematise the arrangements by which advances wore made by the 
Centro to the Provincot . This was financed out of Central Governmont 
monies and all advances sanctioned by the Contral Government to Provincial 
Governments wero mado from it ; the interost charges and the torms of 
ropa 

vere fixed for all provinces alike at appropriato ratos to onsure the 
solvency of the Fund . It has now been realised that this procedure will be 
totally inappropriato undor tho changed conditions more partioularly as 
serious dofocts in it havo manifestod themselves even under the prosent 
regime. 

The Government of India have , therefore , with tho sanotion of the Secro 
tary of Stato , reached the following decisions : 


(0 ) No further loans will be sanotioned to the Provinces from the Provin . 
cial Loans Fund with offoct from tho ourrent year . Essential requiroments 
during this last year of the old regime will be met by loans to be given by the 
Centre direct for a period not exceeding 18 months and which will before the 
end of that timehave to be converted into regular loane under the new system . 

( ii ) The Provincial Loans Fund will be wound up . 

(iii) All future borrowing by Provinces whether for long or short term , 
will ordinarily be from the market through the medium of the Rosaryo Bank , 
In exceptional circumstancos a province may be forced 

be forced to borrow from the 
Centre and in such cases the loans will be for specific round amounts on fixed 
terms while the rate of interest will includean eloment to componeate the Centre 
for expenses and risks . The terms of each loan to a province will be settled 
ad hoc in relation - as regards interest rates , maturity and the time of issue 
to particular operations of the Centre . The Government of India will not 
normally , if at all, lend for the purpose of mooting revenuo deficits ; and 

(iv ) existing provincial debts to the Government of India will be oongo 
lidated on the terms get out in Appendix III to the Niomoyer Report . 


As a result of this consolidation the balanoes of the Provincial debts to 
the Govornment of India us on the 1st April next will , with the exception of 
the Lloyd Barrage debt , certain loans advanced to the Bombay Government , 
and Rs. 10 crores of the pre - 1921 Punjab debt, be funded into fixed annuities 
of amounts sufficient to ropay the whole liabilities over a period of forty - five 
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years . The intorost olement in these annuitios will bo credited to tho Budget 
hoad " Interest on Debt and other Obligations " whilo thu capital element will 
be taken straight to the reduction of debt outsido tho Budgot , 

With those possibly somewhat too extensive proliminarics I turn to the 
estimates for next year , 1937 - 38 . 


FINANCIAL YEAR 1937 -38 . 

Revenue , 
14 . The total figure for revenue, including a contribution of Rs. 16 lakhs 
from Railwayy , is Ra, 79 , 99 lakhs , or Rs, 1 , 37 lakhs less than the rovisod Esti 
mate for 1936 - 37 . Hon blo Mombors will romember that the constitutionul 
changes are responsiblo for a reduction of Revenue of Rs. 3 ,76 lakhs , 

16 . Customs.- - The budgot ostimato for noxt year in RH , 44 ,60 lakhe 
ugainst the current yeur s revised of Rs. 46 , 73 lakhs, in othor words, a decreuse 
of Rs . 2 ,07 lakhs . If, however , we exclude the loss of Rs. 4 , 26 lakhs due to tho 
Boparation of Buma , the estimate for next year provides for an improvement 
over tho current year s rovined forecast of Rs. 2 , 19 lakhs, which is distributed 
over a large number of items. 

16 . Taxes on Income. - The budget estimate for next year is Rs. 14 ,30 
lakhs against the outent year s revised of Rs . 15 , 30 lakha , After allowing for 
a loss of Rs. 1,40 lakhs owing to the separation of Burma , the estimate for 
next yoar anticipates an improvement of Rp . 40 lakhs , of which Rs . 20 lakby 
is duo to the meanures to be taken under the Income Tax Bill which has alroady 
passed this Chamber , 

Expenditure. 
17 . The total figure for expenditure , of course oxcluding Railways , in 
Rs. 83 ,41 lakhs or Rs. 8 lakhs more than the rovisod estimate for the curront 
year . But as tho two constitutional chungos I have described in detail are 
expectod to produce an incroase of Rs. 42 lakhs there is roally a not roluction 
of Rs. 34 lakhs over the remainder of tho field . 

This figure of Rs. 34 lakhs we can put down as the resultant of the follow 
ing decroages and increases : 

Intorost paymente show net reduction of about Rs. 87 lakhe , largely 
due to a considerable diminution in “ Bonus on Post Office Cash Certificates 
Thero is also a saying due to the ropayment of the 51 por cent sterling loan 
but the main benefit of this acorues to the Railways and other borrowers . 
The separation of Aden will produce A Buying of Rs. 20 lakhs # your which of 
course socruos to the Defence Budget. On the other hand ordinary Defence 
Expenditure apart from tho gaying on acoount of Burma And Adon is up by 
Rs. 26 lakhs . “ Civil Works ” aro up by Rs. 25 lakhs owing partly to an 
increased transfer to tho Road Fund and partly to provision being mado for 
Various Government offico schomes such as rebuilding the Customs Houso in 
Caloutta and the proction of Central Offices in Bombay . Incidentally I must 
Any that as regards Bombay the rents saved will more than cover interost on 
the cost of tho now building and tho maintonance of it . Finally thoro is an 
increase in " Civil Administration ” partly caused by tho nocossity for ro - voting 
some of tho oxpenditure on the Delhi refuso sohome. 

18 . Defence. — The Defenco Estimates total Rø , 44 ,62 lakhs. Of this 
Rs. 43 ,87 lakhs relates to ordinary oxpouditure and Rs . 75 lakhs to expendi. 
ture on the rebuilding of Quetta . 
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Tho figure of ordinary expendituro for 1936 - 37 is Ra , 48 ,48 lakhs less 
Re , 60 lakhs for Quetta , i.e., Rs. 44 ,88 lakhs . From this should be doducted 
Rs. 1, 24 lakhs being the reduction allowed for in tho 1937- 38 estimates on 
account of the separation of Burma and Aden . Tho comparable figure for 
1936 - 37 is therefore Rs . 43 ,61 lakha or Rs. 26 lakhs less than the estimate of 
Rs. 43 ,87 lakhs now presented . Included in this oxcosy is a special provision of 
Rs. 0 lakhs towards the expenses of sending a Contingent of the Army in India 
to the Coronation . Tho real excogs is thoreforo Rs. 20 lakhs . This is 
much more than Accounted for hy incroasos of Rs. 25 lakhs under Ordnanco 
Services , Rs. 14 lakhs undor grain prices , Rs . 3 lakhs undor transportation 
due to tho withdrawal of a Railway concession , Rs, 7 lakhs under the pay of 
Britiyh soldiorg and iniscellanvous unavoidable increasoy totalling about Rs. 11 
lakhs. So that taking thoso into account there has been a roduction over the 
rest of the field of something like Re , 40 lakhs. This representa the contribution 
which the Defence authorities have been asked to mako to our, I hope , tem . 
porary difficulties in this most difficult of yoars . But this expedient cannot bo 
repeated very often if at all for, as H . E . tho Commander - in - Chief has pointed 
out to me, the figures have only heen ranchod by tho help of & curtailment of 
services which are bound to be provided for gooner or later -- and sooner 
rather than later. Indeed His Excelloncy , whilo he is preparod to face in 
this yoаr tho curtailmonts involvod , has würned me that ho is seriously con 
cornod ay to tho adoquacy of tho prosent figures for tho roal needs of defence . 

19 . Posts and Telegraphy. It is anticipated that the working of the 
department in 1937 - 38 will result in a small surplus of Re, 4 lakhs 
aftor allowing for tho soparation of Birma and Adon . For purposes 
of comparison I give below tho figuros including and excluding Burma 
and Aden : 


( Rs . lakhs. ) 


Revised , 
1936 - 37 . 


Budget , Budget , 
1937 - 38 1937 - 38 
including excluding 
Burma und Burma and 

Aden . Adon . 


. 


Gross rocoipts . 
Working expenses 


11,68 
10 ,81 


11,91 
11,21 


11, 10 
10 , 39 


87 


70 


77 


79 


79 


Net receipts . . 
Interest charges . 
Surplus or deficit . 


73 


+ 8 


- 9 


+- 4 


Comparing liko with like, the budgot ostimate of groga receipts provides 
for an incrnayo of Rs. 14 lakhs over the rovised figure for 1936 - 37, apart from 
tho spocial rofund of Rs. 0 lakhs I mentioned proviously . Tho main items in 
the increase of Rs. 40 lakhs under working exponsog aro Rs. 12 lakhs for 
incremonts , Rs. 8 lakhs for the Empire Air Mail Schomo and Rs. 5 lakhs for 
additional portal facilities in rural and urban areas . 

The estimates for noxt year provide for two small changes in rates. 
The first is a change in tho book packet rate . Tho prosont rate is 1 anna 
for the first fivc tolas and } anna for every additional five tolas . As the 
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House is aware , it has frequently been urged that this rate affects trade 
adversely and it has been pointed out that it is cheaper to send a book packet 
from London to Delhi than from Bombay to Dolhi. We propose , therefore , to 
reduce tho rate to half an anna for the first 21 tolas and one quarter of an anna 
for every additional 2 ) toles. This concession will cost about Rs. 8 lakha , 
The second char is the removal of an anomaly in the parcel rates . Tho 
present minimum parcel rate in 2 annas for parcels weighing not more than 
20 tolas with the result that as soon as a letter woighs more than 3 tolas it is 
possible, by sending it As & parcel, to pay less than tho lotter rato . At certain 
stages the parcel rates become even cheaper than the book packot rates . Wo 
thereforo propose to eliminato the 2 anna rate for parvels 80 that all parools 
weighing 40 tolas or less will be charged 4 annas . This will yield an additional 
revenue of about Rs. 8 lakhs which will just balance the loss due to the con 
cossion in the book packet rate . 


Summary of the position for 1937 -38 . 
20 . I am now in a position to summarise the estimates for 1937- 38 and 
the figures are as follows : 
Revenue , 

.. 

. . . . . 79 ,99 lakhe , 
Expenditure . . . . . . 83,41 

Grogs deficit . . 3,42 lakhs . 


Against this we have Ro. 1 ,84 lakhs in the Revenue Reserve Fund and so our 
Net Deficit is Rs . 1,58 lakhs . 

But, before dealing with tho problem of meeting this shortage, I turn 
aside for the usual review of our Ways and Means position . 


WAYS AND MFANS. 
21. Remittance. The ways and means forecast for the current year 
Assumed our sterling requirements to be £41 millions, including about £17 
millions for the repayment of the 57 per cent . Stock 1936 -38 und the revised 
forecast shows practically no change . Between the løt April 1936 and the 
31st January 1937 the Reserve Bank purchased nearly £41 millions of 
sterling . The Banking Department held at the end of January morn than £16 
millions of storling tasets while in tho Issue Department the ratio of gold 
and sterling to liabilities was nearly sixty instead of the statutory forty per 
oont. The position of the Bank is thus a very strong one in spite of 
this repaymont of £17 millions of sterling liabilities . Although tho net 
exports of treaguro dropped from Rs . 32 crores to Rs. 14 crores in the 
first nine months of the year Exchange has remained firm throughout the 
year mainly on account of the large favourable balance of trade in merchandise 
which has been accompanied by stoadily rising prices of primary products . 
During the first nine months of the current financial yor this favourable 
balance amounted to RA, 80 crores against Rs . 19 crores during the correspond 
ing period last year. It certainly does not look therefore An if the rupee woro 
over -valued - in fact there is the good deal moro to be said for tho contrary 
view . 

The requirements for next year are estimated at £30 millions , inclusive 
of £6 millions which it is anticipated will be transferred to the Commissioners 
appointed undor the Family Pension Funds Order in Council and £2 millions 
which will be needed for the repayment of the capital portion of tho Railway 
Annuities and the Railway Şinking Funds , 
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22 . Provincial Requirements .--- The revised estimate of the requirements of 
Provincial Governments amounts to Rs . 6 ,67 lakhs against the budget estimate 
of Rs. 0 ,01 lakhg ; the increase is moro than accounted for br the 
withdrawal by certain provinces of the amounts availablo in their Famine 
Relief Funds for direct investment . With the introduo 
Autonomy and the separation of the balances of Provincial Governments from 
the lst April next the trudsactions of those Governments will not appear in 
the accounts of the Central Government. In tho first year , however , we shall 
have to hand over to them in cash a portion of tho balances which the Central 
Government has hithorto held on their socount. The cash to be transferrod 
to Provincos on the lst April is RA, 2 , 39 lakhs for minimum bank and troasury 
balances and Rs. 6 ,21 lakhş as their froe and other carmarked balances . We 
shall also have to give the Government of Burma Rs. 2 ,00 lakhs in cash but 
this amount will be taken into account in the financial settlement with that 
Government. The total sum Included in the estimates for all these itoms is 
Rs. 10 , 60 lakhs. 

23 . Borrowing programme. The budget for tho curront year shumod an 
increase of Rs. 11 ororen in our liability in the shape of Treasury Bills , but 
made no provision for a rupee loan . Later in the your Government docided 
to take advantage of the excoptionally favourable conditions in tho money 
market and issued a 24 per cent. loan 1949-52 for Rs. 12 crores at par . Con 
sequently there will be no increase in Treasury Bills and the balance outstand . 
ing at the ond of tho current year will in faol bo slightly less than that at the 
boginning of the year , numely , Rs. 30 crores . As I have already said a sterling 
loan of £17 millions was ropaid during the year and thus in offect we have 
been able to repatriate a considerable storling liability and at the game time 
lower the cost to the taxpayor by reducing the rate of interest . 

No rupoo or sterling loans mature next yoar and on present showing it 
may not be necessary to issue any now onos . But to repeat what I said a 
yoar ago , should conditions again prove favourablo Government will not 
hesitate to take full advantago of them , 

The balance of Treasury Bills outstanding at the end of next yoar is ex 
pected to bo Rs. 34 crores . That is Rs. 4 crores more than at the beginning of 
the year and in more than accounted for by the Rs . 8 crores we shall have to 
pay the Reserve Bank of India for the surplus rupees they will return to us 
under Section 36 ( 1 ) of the Reserve Bank Aot . 

24 . Post Office Savings Bank Deposits and Cash Certificatus. The net 
receipts from Post Office Savings Bank deposite are now estimated at Rs. 7 ,50 
lakhs in the ourrent year against the original estimate of Rs. 8 , 25 lakhs and 
last yoar s actuals of Rs. 8 , 05 lakhs . If we make allowance for exceptionally 
heavy doposits of over Rs, 21 croros in September 1935 when two Government 
of India loans were ropaid , the estimated roceipts during the current year will 
be more than last year in spite of A l eduction in the rate of interest from 23 por 
cent. to 2 por cent, with offect from the 1st July 1936 . Next year we antici 
pate a net roceipt of Rs . 8 ,00 lakhs . 

As a result of the reduction in the yield on Post Office Cash Cortificates 
from 3 per cent . to 27 per cent. also with effeot from the 1st July last we now 
anticipate a net dischargo of Rs. 75 lakhs in the current year and of Rs. 1 ,50 
lakhs next year. 

PROPOSALS FOR 1937 - 38 . 
28 . As a proliminary to my proposals for dealing with the shortage of 
Rs. 1 ,58 lakhs in the accounts of 1937 - 38 I will deal with the question which I 
poved at an earlior stage of my speech , viz ., have we in the disappointments of 
the year 1936 - 37 any reason for doubting the soundness of the conclusions of 
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the Niemeyer Report in regard to the ability of the Centre to bear the cost of 
the succossive stages hy which the new Constitution is being introduced ? 
A year ago I prophesied that with the help of a Revenue Reserve Fund of 
Rs. 2 crores we could see our way through 1937 - 38 and that thereafter the 
normal growth of revenue would provide step by stop for the liabilitios which 
would come upon us from year to year . Our Rosorvo fund h 
be somewhat loss than wo expected and Revenue has shown a distinct falling 
off . Contrary to our hopos thereforo we are betweon Rs, 11 and Rs. 14 crores 
short of a bulanco in 1937 - 38 and unlose we assuma a growth of revenuo during 
the your grauter than we have any right on past exporience to oxpect tbig 
should connoto a detioit in 1938 - 39 too of somathing like the same amount. 
Are our valonlations then all wrong and are we pursuing a chimera in judging 
that we can financo the new constitution ? I do not think so . 

First lot us take the disquieting factors . 

The restriction of rural credit causod by the Indebtednoga Bills is certainly 
for tho time being affecting the purchasing power of the oultivator with the 
inevitable effoots on ravonne. It is also diminishing the money - lendor s 
profits. But in the long run these measures are bound to increasa rural prog 

h it the prospority of the country as a whole and with an inorease 
in prosperity and activity the money -lender will once moro be able to employ 
his idle funds . On the whole then I judge this effoct to be a temporary one. 

Another bearish feature is the substitution of silvor imports for imports of 
goods subiect to a higher rute of duty — a re - pucaranco in fuot of the old 
hoarding tendency . It would perhaps bo optimistio to prophesy uny vory 
Qarly disappearance of this though it is to be hoped that it will disappoar in 
time. 

Again , the height of the protective and possibly of the revenue dutics als 
well is bringing about the inevitable diminishing returna and there are operat . 
ing more rapidly thun we had holioved possible . Nevertheless we had all 
along wasumed that the ravene from protooted urticles would ultimately 
doolino to much lower levels and the fact thut theno levola aro being reached 
unexpectedly quickly means again a temporary rather than a permanent 
embarrassment. 

On the other sido there aro definitoly oncouraging signs . Railway traffic 
returns indicate quito clearly a substantial increase in prosperity . The stoadily 
increasing prions of primary products point to the same conclusion . Furthor , 
the almost phonomonal incroase in exports of merchandise must noon rosult in 
an enhancemont of purchasing power and altogether wo have muny pointers 
towards A grouter rosiliency of rovonue in the not distant future . And finally 
disappointing as it is , we must be careful not to exaggerate the importance of 
A gap of one or two crorog in a budget of over Rs. 80 crores . 

On the whole I do not think that I shall bo indulging in unjustifiable 
optimism if I say, as a result of considoring tho various factors at work , that 
there is no reason why the Niomeyer prognostications should not be realised 
in the long run and that oven in the nearor future his programme can bo ful 
filled with the help of no more than a very modest addition to our resourcos , 
which I should estimate to be roughly the Rs. 11 to Rs. 12 crorog by which wo 
are short of a balance this year. Of courso I am always pre -supposing the 
absonce of internal disordor or extornal strifo . How are wo to find this extra 
Amount ? 

26 . Personally I holiove that , given time, we could find it by improving 
and tightening up tho administration of existing taxes. The Amendment 
in the Incomo Tax Act brought forward in tho curront soggiop is expooted , 
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besides arresting tho furtlior dotorioration which would have attendod tho 
continuance of tho practico with which it doult , to yield an immediate improve 
ment of Rs. 20 lakhs in tho coming yoar and croclit for this linount has been 
taken in tho ostinatos I hayo placod before the House . The other recom 
mendations contuinod in the Income Tax Enquiry Report are broadly speaking 
of two kinds . Somo are concerned with changes in the Indian incojno tax 
systom , and involve questions of principle on which it is dosirablo that public 
opinion should be elicited before it is decidod to put forward logislution to 
ourry thom into effect . I have already takon stops to consult ropresentative 
bodios and interests on these suggestions . The romaining rocorninondations 
of tho Report are concerned with the administration of tho dopartmont , und 
consist of proposuls for tightening up the machine so as to socuro tho most 
officiont Assessment and collection of the tax, accompanied by guggostions for 
alloviation of cortain hardships which are regarded as Affording ground for 
logitimato complaint by the taxpayar. I proposo to tako up without delay 
tho consideration of the possible improvements in administration with # view 
to tho ourly introduction of reforms which aru ayrood to bo nocassury . Simi 
larly , in tho sphero of Customs Administration Lotormined action is alroady 
being taken to closo tho loopholos through which smuggling had boon found 
to be taking placo , particularly on tho frontiors of the French settlemonts of 
Pondicherry und Karika ). Again , in the incrousingly important field of Contral 
Exoisos , where arrangements improvised somowhat hastily in recent years 
still continue in forco , woure considering the desirability of introducing improy 
ed machinery under direct central control. I have always folt that the efficient 
administration of tbo rovonuo systom iy of such vital importance as to vull for 
unremitting attention , and I havo no doubt that the steps we are taking will in 
due course yield a substantial roturn . But they cannot be countod upon to 
make an immediato contribution sufficient to solve tho problem of supplo 
monting the revenues of the coming financial yoar by tho Rs. 1 } to Rs. 11 
crores which is necessary to balance tho oxpondituro . I must thereforo address 
my olf dirootly to that problem , and I havo two proposals to make. 

27. (@ ) In the first place I proposo to increase the sugar cxcise from 
Rs. 1- 5 - 0 to Rs . 2 u cwt. The main single cause of the present woakness in our 
revonuc position is the virtual disappoarance of the revenue from imported 
rugar. would romind the Houso that in 1930 - 31 this item accounted for 
no less than Rs. 104 crores . That customs revenuo hus now practically gone 
and in its placo wo ure to be left with an excise royenuo of under Rs . 2 crorcs . 
It is hardly nocessary to emphasise tho treniendous strain wbich a loss of 7 
or 8 crores in the yield of the consumption tax on a single commodity must 
impose on the finances of a country . The present level of internal prices is 
such that the consumor , ovon when he has fully shouldered the burden of an 
additional 11 annas a cwt, will be paying no moro for his sugar than he was 
until a vory recent dato . As regards the manufacturer , ) have already men , 
tionod the plight to which over - production has reduced the industry . In 
No far as the enhanced exciec will chock this tendency by eliminating the weak 
and inefficient producer it will have a salutary effect , and by arresting further 
deterioration will preserve the position pending the fuller enquiry which is 
shortly to be held by the Tariff Board . For the sunne reason I believe that 
tho cffect on the cultivator will also be bencficial, for it in no advantage to 
him to bo inducod to grow cane for supply to a precarious manufacturer who 
cunnot bo rolied on to take the crop off his hands . I estimato the additional 
revenue from the increase in the sugar excise at RA , 1, 16 lakhs . 

The change in the oxoise duty involves a chango in the customs tariff , 
The protective duty was imposed , in accordance with the recommendation of 
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the Tariff Board , in April 1931 at Rs . 7 - 4 - 0 a cwt., but in the emorgency Budget 
or September 1931 the surcharge of 25 per ceut. who added which brought it to 
the presont lovel of Rs. 9 - 1 - 0 a vwt. When , instead of the rovenue surcharge 
being removed , tho exoise wis introduced in 1934 , it was thought desirable to 
maintain an additionalmargin of 8 annat a cwt, hotween the duty on domestic 
sugar , which was fixed at Rs, 1- 5 -0 a owt. And that on imported sugar, This 
additional margin wax basod on a subsidiary recommendation of the Tariff 
Board , which apprehended that in certain ciroumstungos tho price of imported 
sugar might fall below the figure which tho Board estimated to be the fair 
selling price for the Indian product . Ju present conditions Indian sugar is 
being sold at prices so far bclow tlo price of imported sugar that thero is no 
necessity or justification for maintaining any addition to the substantivo pro 
tection of Rs. 7 -4 - 0 a vwt. to which the industry is entitled until the 31Ht March 
1938 . The import duty will therefore be fixed at Rs. 7 - 4 -0) a cwt. plus the 
exciso for tho time being in force . 

In ordor to prevent forostalling and minimise the dislocation of the market 
I havo decided that these changes should take effoot forthwith , and a declara 
tion under the Provisional Collection of Taxes Act has been attuched to the 
relovant clauses of the Finance Bill. I should also mention that tho sugar 
producing Indian States are being approached with a view to bringing them 
into line with British India and woouring that tho onhanced exciso is also lovied 
on their output. 

(6 ) My second proposal for filling up tho gap in revenue is to raise the duty 
on silver from the present level of 2 annas to 3 annas an ounce . I do not 
think that this modest incroaso is likely to stimulate a recrudescence of the 
smuggling which we encountered when the duty was 5 annas or mor and I 
estimate that the additional yield will bo Rs. 50 lakbg . This change also will 
tako effoot at once . 


FINAL SUMMARY 


28 . With the additional revenue of Rs . 1,05 lakhs we expect from theso 
measures our net deficit of Rs. 1 ,58 lakhs for 1937 - 38 is turned into a small 
surplus of Rs. 7 lakhs . Incidentally the measures will yield Rs. 5 lakhs or 
so in the current yoar und thus reduce the deficit for 1936 - 37 to Rs . 1 , 92 
laktus . 

Additional taxation always arouses controversy and thero is no parti 
cular reason why I should expect to escape from the operation of this uni 
versal law but tho new burdens I am imposing are modest and to the best 
of my belief no part of thom will fall on the shoulders of the poorer classos . 
The price we have to pay for balancing our budget is not therefore an exact 
ing ono . Tho oconomic position of the country is undoubtedly improving 
and in spite of tho temporary get back in our budgetary affairy we have cer . 
taily no cause for possimism but rather considerable causo for optimism . 
And in any ouse let us not forget thut in this very budget we aro paying nearly 
Rs . 24 crores for the soparation of Burmu and are providing over Rs. 67 crores 
of assistance to the other Provinces . 


P . J, GRIGG . 


The 27th February 1937, 
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